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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in US$ million 
FY = July 1 - June 30 FY 76 FY 77 FY 78 Pet. Change 
Exchange Rate: US$1.00 = AS$x 0.795 0.896 0.885 FY 77 to #2 798 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 88,799 91,019 100,816 
GDP at current prices 89,762 91,996 101,940 
GDP at constant FY 75 prices 78,368 12,293 74,200 
Per capita GNP, current prices 6,347 6,426 7,092 
Plant and equipment investment 6,531 6,531 is192 
Household disposable income 62,327 63,346 70,911 
Industrial Prod. Index FY65=100 160 161 165 
Avg. Weekly Earnings (Males) 

on June 30 226 222 243 
Weekly Wage Rate Index FY54=100 459.2 508.9 535.3 
Labor Force (X 1,000) 6,100 6, 200 5,992 
Unemployment rate, % on June 30 4.4 5.4 6.1 











MONEY AND PRICES 
Money Supply (M3) 41,309 40,505 44,291 
Interest rates: 
Savings Bank Deposit Rate 3.752 BsIIn 3.32% 
Commercial Bank Overdraft Rate 10.50% 10.50Z 10.50% 
Comsumer Price Index FY67=100 202.4 229.4 247.6 
Wholesale Price Index FY69=100 186.8 205.2 221.6 
Retail Sales Current Prices 24,506 23,845 26,640 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves 3,849 2,897 3,488 
Balance of Payments (net 
monetary movements) -1,283 -548 -612 
Trade Balance 1,400 LZoD L076 
Exports, FOB A2oeee 13,256 13,836 
U.S. Share Loe 1,126 1,459 
U.S. Share 7 10.0 Cet 10:5 
Imports, FOB 10,362 11,850 12,618 
U.S. Share 2,082 2,461 2,621 
U.S. Share £ Zed 20.8 20.8 





PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Automatic data processing machines ($125.9), 
Unassembled motor vehicles and parts ($57.4), Airplane parts ($56.4), Hard bound 
books ($27.8), Douglas Fir ($27.6), Tractors ($23.8). 


PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Beef and Veal ($459), Sugar ($90.2), 
Meat extracts ($61.7), Wool ($15.2), Titanium and rutile ($31.5), Zinc and 
zinc alloys ($22.2). 


NOTES: Percentage change in last column calculated on A$ figures. Because of the 
effect of changes in exchange rates, these figures do not correspond to the % change 
which would result if computed from the U.S. dollar figure. 


Sources: Australian Government Publications and Australian Bureau of Statistics 


*Australian Reserve Bank Average Rates 





SUMMARY 


Australia's economy recorded a rather unspectacular 1.4 percent expansion in 
real GDP during the past Australian fiscal year which runs from July 1 to 

June 30. The somewhat disappointing performance was largely due to a drop in 
farm output which was not sufficiently offset by mild increases in consumption 
and non-farm products. A comparatively large growth in plant and equipment 
investment was probably induced by business bringing forward expenditure plans 
to take advantage of a 40 percent investment allowance which was reduced to 20 
percent after the 1977/78 fiscal year. While the effects of this spending may 
carry through the early part of the present fiscal year, there could be a 
substantial drop in capital outlays once these expenditure plans have been 
fulfilled. 


Inflation leveled off during the past fiscal year, and this was one of the 
most encouraging developments in the Australian economy for that period. The 
Australian government will pursue its anti-inflationary policies through the 
present fiscal year, and it hopes to bring the rate of inflation down even 
further by mid-1979. In contrast, Australia's employment situation worsened 
last year. The rate of unemployment continues at over 6 percent. The 
Government has admitted that it will probably climb much higher in coming 
months. The current budget offers little direct stimulus for increased 
employment. 


Both exports and imports expanded at a moderate rate over the period. The 
growth in import value slightly outpaced export growth, reducing Australia's 
traditionally favorable trade balance. Australia's overall balance of pay- 
ments remained in deficit as net capital inflow failed to offset the current 
account deficit caused by a large imbalance in invisible trade. This situa- 
tion is likely to continue through the coming year, leaving an overall deficit 
in the balance of payments of about the same magnitude as recorded in 1977/78. 


The government's budget strategy aims at controlling inflation and creating a 
more favorable investment climate. The lack of expansionary budget stimulus 
does not augur well for any quick increase in Australia's import levels, and 

if U.S. exports to Australia are to record significant growth over the coming 
year, they must capture a larger share of the import market. This should be 
possible as the decline of U.S. currency vis a vis the currencies of Australia's 
other major trading partners leaves U.S. exports in a very competitive position. 
Good export opportunities exist for a wide variety of capital and consumer 
goods. U.S. investors should find Australia an attractive site for capital 
spending, particularly if the inflation rate continues to decline over the 


coming year. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Modest Growth 


Australia's economy as measured by Gross Domestic Product (GDP) expanded by a 
very modest 1.4 percent in the fiscal year 1977/78 which ended June 30. This 





compares with a GDP growth of 4 percent the previous year based on 1974/75 
constant prices. Much of the slowdown in total output was due to a decline 
in farm product which fell by 5.1 percent during the fiscal year. Reduced 
output accounted for a 13 percent drop in the value of wheat production 
despite somewhat higher prices for the commodity while lower prices reduced 
the value of sugar cane output. Wool production was also lower than the 
previous year. A substantial rise in the value of slaughtered livestock 
due both to more favorable prices and increased slaughtering failed to offset 
these declines. Mainly due to increases in productivity non-farm production 
rose by 1.8 percent over the fiscal year period compared with a substantial 
gain of 4 percent in the 1976/77 fiscal year. 


Private consumption which accounts for 60 percent of Australia's GDP showed 

a steady, albeit moderate, growth expanding by 2.3 percent in real terms in 
FY78 compared with 2.9 percent in the previous year. Retail sales at current 
price levels climbed 10.3 percent above the previous year representing a 

real increase of 1.2 percent. Sales rose more sharply in the second half of 
the fiscal year perhaps spurred by lower inflationary expectations and higher 
after-tax incomes. However, sales of new motor vehicles, once regarded as a 
consistent growth component of consumer spending, slumped to the lowest level 
for eight years. In an effort to boost these sales, the government budget for 
FY79 reduced the sales tax on motor vehicles by nearly half. Although this may 
lead to higher sales in the automobile sector, increased excise taxes on such 
consumer items as beer, spirits, petroleum and cigarettes could partly offset 
this gain by reducing the level of consumption of these items. 


Investment in plant and equipment in FY78 jumped by over 18 percent at current 
prices. While a lower inflation rate and generally improved business confidence 
may have induced part of this increase, the major factor seems to have been 

the bringing forward of expenditure plans to take advantage of the 40 percent 
investment allowance which was reduced to 20 percent following June 30, 1978. 
The 40 percent allowance will still apply to equipment ordered before the cut- 
off date but not installed until June 30, 1979. This may serve to keep apparent 
capital spending at a high level through the earlier part of the present 

fiscal year, but it could be followed by a substantial drop in plant and 
equipment outlays. Investment in mining, transport, chemicals and textiles 
showed the greatest growth over the past year. 


Australia's home building industry was very depressed during the 1977/78 
fiscal year. The number of dwellings under construction at the end of the 
fiscal period was the lowest recorded for the past ten years. This situation 
may be due to a building boom two years ago which resulted in an oversupply of 
unsold houses and to tighter credit conditions. Although the pace of new 
housing starts has quickened somewhat in recent months, the industry could 
face a longer term problem caused by Australia's slowed rate of population 
growth as the result of lower migration and fertility rates. This long- 

term prospect might reduce the rate of household formation and, hence, the 
demand for new housing. 





Prices 


The brightest point on Australia's economic horizon during the past year was 
the drop in the rate of price increase. The annual rate of inflation for 
1977/78 as measured by Australia's Consumer Price Index wound back to 7.9 
percent compared with a rate of 13.4 percent over the previous year. This 
places Australia's inflation rate reasonably in line with that of most 
Western economies, and may give rise to increased business confidence and 
higher investment levels. The government's anti-inflationary policies are 
largely responsible for the moderating price trend, but excess capacity, 
productivity gains and a lowering of inflationary expectations also contri- 
buted to slowing down price increases. Australia's FY79 budget aims at 
reducing the rate of inflation to 5 percent by next year. This goal may 

be attainable if wage discipline can be maintained throughout the period, 
an uneasy task for any government. 


Employment 


In contrast to the price picture, Australia's employment situation provides 
the gloomiest note on the current economic scene. There has been virtual 
stagnation in demand for labor for nearly the past four years, and there 
seems little likelihood for any quick improvement in this situation. The 
unemployment rate at the end of June reached 6.1 percent compared with 5.4 
percent a year earlier. All indications are that unemployment, which reached 
6.2 percent by the end of August, 1978, will increase further over the coming 
year. With the exception of the cut in the sales tax on motor vehicles which 
may improve employment prospects in that particular industry, the current 
budget offers virtually no direct stimulus for increased employment. The 
government appears to be depending on expanded private investment to open 
employment opportunities sufficient at least to keep pace with the growth of 
the labor force. However, Australia's Employment and Industry Minister 
warned that unemployment seems likely to reach a new peak by early 1979, 

and, he said, even under the most optimistic assumptions, unemployment will 
still be about 4.5 percent in five years time. Australian Prime Minister 
Fraser, in a major speech on employment prospects and technological change, 
confirmed these projections but said the government would continue its 
economic and employment policies even at the cost of political popularity. 
Such a statement from government leaders does not augur well for near and 
medium term employment prospects in Australia. 


Foreign Trade 


Following strong growth in the first half of 1977/78, Australia's exports 
fell away during the second half of the year perhaps in response to subdued 
world demand for the country's primary exports. For the fiscal year as a 
whole, export value rose by a moderate 4.4 percent over the previous twelve- 
month period. Meat exports rose both in volume and value. Wheat and flour 
exports also showed a substantial increase over the previous year, and the 
value of mineral exports showed a slight rise. Wool was one of the few 
major export categories to record a decline in export value last year. 





The value of imports during the same period rose somewhat more rapidly than 
exports at 6.5 percent making a small inroad into Australia's traditionally 
favorable trade balance. Much of the gain in imports came in the latter portion 
of the fiscal year perhaps spurred by the increased plant and equipment ex- 
penditure which required a high proportion of imported material. Imports of 
chemicals and foodstuffs also recorded substantial increases during the fiscal 
period. 


Both exports and imports should record moderate increases in value at current 
prices over the coming year. Exports could be boosted by a recovery of inter- 
national demand for wool and prospects formeat and wheat also seem favorable. 
Import growth may be somewhat more subdued. The budget provides no stimulus 
for the economy that would lead to a quick jump in import demand. As noted, 
the plant and equipment expansion which spurred some import demand was mainly 
the result of an artificial inducement to bring forward expenditures, and the 
effects of this situation will not likely carry through very far into the 
present fiscal year. There may be some replenishing of stocks from abroad 
that have been allowed to run down over the past year. In addition, possible 
increased investment resulting from a more favorable price situation and new 
opportunities in the resources sector might help imports to edge upward. 


Balance of Payments 


Australia's overall balance of payments position deteriorated slightly in 
1977/78. Despite another favorable trade balance, the large deficit on 


invisible trade (tourism, shipping, insurance, etc.), resulted in an unfavor- 
able current account balance, an almost chronic feature of Australia's balance 

of payments situation. In the second half of the fiscal period apparent net 
capital inflow rose considerably allowing the overall acount to show a favorable 
balance for the final six months of the period. However, this inflow failed 

to offset the large overall deficit recorded for the first part of the fiscal 
year, and for the full fiscal year the overall balance of payments deficit 

was $612 million. 


There seems little promise of change in Australia's balance of payments 
situation for the present (1978/79) fiscal year. The trade balance will 

most likely remain favorable despite a short term deficit already recorded 

for the month of August. Invisible trade, however, will again more than offset 
this balance resulting in another substantial deficit in the current account. 
Capital inflows should continue to be strong over the course of the year due to 
an expected growth in foreign investment activity leaving an overall balance of 
payments deficit of about the same magnitude as last year. 


The value of Australia's gold holdings and reserves rose over the year, mainly 
due to valuation changes in gold and other foreign assets. These holdings 
have also increased marginally in the two months since the end of the 1978 
fiscal year. 


The Australian Federal Government remains responsible for all foreign borrow- 
ing by the various state governments and statutory institutions.* However, 
under a proposed new set of guidelines state statutory bodies will have direct 
access to foreign loans. Further clarification on this proposal is expected 
in the near future. 


or controlled corporations. 





Budget Implications 


The Australian 1978/79 budget provides little direct stimulus to the economy. 
The government's main economic strategy is to continue the fight against 
inflation and thus induce a more favorable climate for private sector invest- 
ment. This involves a considerable amount of political risk particularly if 
the recovery of economic activity is not adequate to make some inroads into 
the level of unemployment. 


The budget provides for an overall deficit and a domestic deficit that is 
considerably below that of 1977/78. Estimated growth in outlays at 7.7 
percent will, if achieved, be the lowest in ten years. Money supply (M3) 

is projected to expand by about 6 to 8 percent. However, this projection 
depends on the government's ability to hold the deficit within the budgeted 
limit. The budget document looks forward to an overall GDP growth rate of 

4 percent in 1978/79, but growth of this size may be difficult to achieve 
given the restrictive nature of the budget. Nevertheless, if wages and prices 
can be held in line, the government's strategy may inspire sufficient business 
confidence and increased investment activity to provide Australia with slow but 
steady economic growth over the coming year. 


IMPLICATIONS FOR THE UNITED STATES 
U.S. exports 


During the past fiscal year Australian imports and US exports to Australia 
expanded at the same rate, 6.5 percent. This left the U.S. share of Australia's 
import market at 20.8 percent, the same percent it held one year earlier. For 
the coming year, there seems little likelihood of any vast upsurge in Australia's 
import levels, and if direct U.S. sales to Australia are to expand by a signifi- 
cant amount, they will have to do so by capturing a larger share of the import 
market. This may be quite possible as the depreciation of the U.S. dollar has 
improved the U.S. competitive position vis a vis Australia's other major trading 
partners such as Japan and EEC countries. If Australia can attain the govern- 
ment's goal of slow steady economic growth, the longer term sales prospects 

are very good for U.S. producers of capital goods and sophisticated consumer 
goods. 


For the coming year, U.S. suppliers should find good sales opportunities in 
Australia for capital goods such as agricultural machinery, mining and heavy 
construction equipment, communications equipment, computers, business machines, 
timber extraction machinery, security and safety equipment, food processing 
and packaging machinery, transport equipment and spares, and metalworking 
machinery. Also, it should not be assumed that the present high rate of 
unemployment has closed off opportunity for sales of consumer goods. The 
Australian labor force enjoys high income levels and this creates sales 
opportunities for all types of consumer items, particularly sporting goods 

and other recreational and leisure equipment, toys, kitchen goods and hardware. 





Investment 


U.S. investors may find Australia's investment climate increasingly attrac- 
tive. The Australian Government is actively seeking foreign investment, and 
the latest government budget with its anti-inflationary bias is directly aimed 
at creating a favorable atmosphere for foreign investment. The government is 
counting heavily on increased investment to set the country further on the 
road to recovery. In keeping with this approach, the Australian government 
has adopted a pragmatic policy in its foreign investment guidelines to 
accommodate investors. Potential investors may obtain a publication entitled 
Investment in Australia from the Foreign Investment Review Board, c/o The 
Treasury, Canberra, A.C.T. 2600, Australia or from Australian diplomatic and 
consular posts in the United States. 


Other considerations besides the government's receptivity toward foreign 
investment also bear heavily on investment decisions. Despite the govern- 
ment's somewhat successful efforts at reducing the inflation rate, Australian 
costs remain generally high compared with other potential geographic areas 

for investment. In addition, the attractiveness of current investment 
opportunities in Australia's resources depends to a large extent in the short 
and medium term on demand conditions in world markets. In the final analysis, 
however, Australia's stable political system, respect for contractual 
obligations and bright promise for development over the long run combine to 
make the country an attractive site for U.S. investment. 


Commercial Services for U.S. Business 


Commercial officers at U.S. consular posts in Melbourne, Sydney, Brisbane and 
Perth and the American Embassy in Canberra can provide U.S. businessmen with 
a wide variety of commercial services and assistance. In March 1979, for 
example, these offices will assist the visit of a U.S. timber industry trade 
mission. In the coming months the U.S. International Marketing Center at 
Sydney will feature exhibitions either at Sydney or at off-site trade 
promotion events in major commercial centers of U.S. communications equipment, 
mining and exploration equipment, computers, metal working and finishing 
equipment automotive repair and maintenance equipment. 


U.S. businessmen wishing further information on these or additional planned 
U.S. trade promotion activities in Australia should contact the Country 
Marketing Manager for Australasia, Office of International Marketing, U.S. 
Department of Commerce, Washington, D.C. 20230 (tel: 202, 377-3646). 
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